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The 2005 AICPA Personal Financial Planning Conference, held in January in Fajardo, Puerto
Rico, was a huge success, with over 500 attendees. In addition to featuring best-in-class
speakers and presenters from numerous firms and organizations, the AICPA celebrated its
PFP Division's 20th anniversary.
If you want to relive some of the highlights from the conference, or if you didn't have the
good fortune of being there, then this issue of Planner is designed especially for you. A num
ber of the articles are taken from conference sessions, including a piece on family limited
partnerships, one on college planning, and another on how to most effectively market your
financial planning firm.
Planner's staff wishes to congratulate Connie Brezik, CPA/PFS, on her receipt of the 2004

PFP Distinguished Service Award.
In other PFP news, the AICPA has launched a new feature-rich PFP Community Web site at
www.aicpa.org/PFP This site provides CPAs with the resources, tools, and information they
need to offer professional and ethical financial planning services from one central location.
Premium content is reserved for members of the Personal Financial Planning membership
section and CPA-PFS credential holders. Vital material is offered for exclusive use by these
member groups and affords the CPA financial planner access to a wealth of online content
and personal financial planning knowledge. Be sure to log in to the site and register to gain
access to all of the information and resources to which you are entitled.

Family Limited Partnerships:
Go Forward and Prosper, But Watch
Your Step!
(Part 1 of 2)
By Mel H. Abraham, CPA/ABV, CVA, ASA

Family limited partnerships (FLPs) are traditional limited partnerships formed under the laws of
a specific state. They are typically formed to hold various types of assets, including real estate
and other tangible assets, marketable securities, and/or other securities. Families utilize FLPs as
a means to:
• Provide a resolution of any disputes which may arise within the family, thereby preserving
harmony and avoiding the expense and problems of litigation;
• Maintain control of family assets;
• Promote the efficient and economic management of the assets and properties under one entity;
• Consolidate fractional interests in family assets;
• Increase family wealth;

[AICPA]

• Make annual gifts without fractionalizing the underlying family assets;

Continued on next page

• Restrict the right of non-family members
to acquire interests in the family assets;
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• Provide protection of the family assets
from claims of future creditors;
• Prevent the transfer of a family mem
ber's interests as a result of a failed
marriage;
• Provide flexibility in business planning
not available through trusts, corpora
tions, or other business entities;

• Facilitate administration and reduce the
cost associated with disability or pro
bate of the estate of family members;
and/or
• Promote the family's knowledge of and
communication about the family assets.
These goals are achieved by the FLP's ability
to (i) engage generally in the real estate busi
ness and to acquire, own, hold, develop, and
operate real estate enterprises; (ii) invest
funds and raise funds to be invested in fur
therance of the underlying purposes; and/or
(iii) invest, manage, and operate various
investments including (but not limited to)
marketable securities, stocks, bonds, gold,
silver, grain, and cotton, as well as other
commodities and debt instruments.

FLPs provide a vehicle to maximize the prof
its and yield because:
• A partnership structure eliminates the
potential for double taxation (at the enti
ty and the individual level), providing
higher returns to the investors.
Additionally, unlike outright gifts, this
structure minimizes the possibility of
new partners impairing the value of
the assets;

• Internal Revenue Code (IRC) section 754
permits a partnership to file an election
upon the death of a partner to adjust the
basis of the property under IRC §743(b),
providing additional value to the
investors; and
• IRC section 2036(b) provides that the
retention of the right to directly or indi
rectly vote shares of stock of a controlled
corporation is a retention of the enjoy
ment of transferred property.

Accordingly, the value of such stock is
still includible in the transferor's estate.

How FLPs Are Formed
Usually, the senior generation forms the part
nership through a transfer of assets in return
for general and limited partnership interests.
These interests carry certain rights as to dis
tributions, cash flows, and/or access to
assets, based on state law provisions.
General partner interests usually range from
1% to 5%. Alternatively, limited partner inter
ests usually range from 95% to 99%. Further,
general partner interests are usually held by
the senior generation or by a separate entity,
whereby the senior generation retains con
trol of the entity and the underlying assets.

Subsequently, gifts are generally made to the
junior generation of limited partnership inter
ests to transfer value and assets out of the
estate of the senior generation. An additional
benefit is that FLPs allow taxpayers to more
efficiently utilize the estate and gift tax
structure in transferring assets because an
ownership interest in a limited partnership
is substantially different from a direct owner
ship interest in the assets held by the
limited partnership.
For example, assume that a husband and
wife own various marketable securities
worth $1,000,000. They transfer these
assets to an FLP. Later, they transfer a 10%
interest to their child. If the 10% interest in
the underlying assets was directly trans
ferred, the transfer would typically be taxed
for gift tax purposes based on the value
transferred, which would be $100,000
($1,000,000 x 10%). Through the use of an
FLP, however, a taxpayer can leverage the
amount of the gift. The taxable value, due to
the nature of the interest transferred, would
not be a pro rata interest in the underlying
assets. Rather, it would be the amount a
hypothetical buyer would pay for a 10%
interest in a limited partnership. This interest
takes into consideration that a limited part
ner's interest (or an assignee's interest) can
not and does not have access to the assets,
cannot force any distribution, and cannot
effectively control the ability to receive a
return on his or her investment.

Continued on next page
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As a result, the transferred interest would be
discounted for these ownership and mar
ketability issues. Accordingly, a transfer of a
10% interest in the FLP may be valued as fol
lows (the amounts and discounts below are
for illustration only and should not be consid
ered as reasonable discount ranges, as dis
counts can only be determined based on a
thorough analysis of the facts in each case):

Value of underlying assets

$1,000,000

Interest transferred

10%

Pro rata value of interest

100,000

Discount for lack of control

25%
30%

Value of interest transferred

Other characteristics include:

• FLPs require at least two different partners
(one general partner and one limited partner);

• The general partner(s) has(have) full
control over the management, decisions,
and day-to-day operations of the partner
ship affairs;
• The general partner(s) is(are) responsible
for all obligations of the partnership;
• The limited partner(s) is(are) viewed as
silent investors with no voice in the part
nership operations or management; and

25,000
75,000

Discount for lack of
marketability

Other Characteristics of FLPs:

• The limited partner(s) is(are)
not responsible for any unguaranteed
obligations in excess of
their investment.

22,500
$52,500

By utilizing this type of transfer structure, the
taxpayers have effectively reduced their
exposure to estate and/or gift taxes by
$26,125 ($100,000 pro rata value - $52,500
discounted value - $47,500 x 55% marginal
estate/gift tax rate - $26,125) or 26%.

As such, this type of wealth preservation
planning can accomplish multiple goals with
respect to an individual's assets, wealth,
and estate —but these benefits do not come
without their share of issues. Please read
the next edition of Planner for Part 2 of
this two-part series for a full discussion of
these issues. •
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| Asking the Important 529 Questions
By Jay J. Steinacher, CTFA
A number of important questions and issues should be addressed with clients each year
prior to April 15. Although this article does not provide an all-inclusive list, it does contain a
number of questions you may wish to incorporate into your annual client tax review process
and questionnaire.

Did your client establish a 529 college savings plan?
You will need this information to determine whether your client is eligible for a state income
tax deduction. Twenty-five states and the District of Columbia offer a state income tax benefit.
The states that allow for a tax deduction only allow it when contributing to their own state's
529 programs.
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Also check whether the state provides a carryover of excess contributions for future year
deductibility. Several states (including, but not limited to, Virginia, Ohio, and Maryland) and the
District of Columbia allow for the carryover of excess contributions against future tax liability.
If this is a new client, ask and research whether the client is eligible for a deduction in 2004

Continued on next page
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based on 2004 contributions and/or these
prior year's contributions.
It will also be important to determine if a
529 college savings plan was established
from a gift tax return standpoint, as we will
address below.

What was the total contri
bution for each
beneficiary in 2004?
Contributions to a 529 college savings plan are
treated as a present interest gift under Internal
Revenue Code (IRC) section 529(c)(2)(A)(i), eli
gible for the $11,000 annual exclusion. Make
sure to aggregate other gift amounts. Don't for
get to consider whether a spouse joined in the
gift and whether a gift tax return is required.

Was an $11,000 or larger
gift made to the 529?
If yes, keep in mind the client may be able to
make a special five-year election under IRC
section 529(c)(2)(B), allowing the client-con
tributor to a 529 to spread the gift amount over
five years.

For example, for a client contribution of
$55,000 on May 14, 2004, the client should be
able to utilize the five-year election and spread
this gift over five years. The gift would be
spread equally, or be treated as an $11,000 gift
in 2004, 2005, 2006, 2007, and 2008. The
client would not have a gift tax liability if no
other gifts were made to that beneficiary in
any of those five years.

The 2004 instructions to IRS Form 709 state:
"However, if [in] any of the last four years of
the election, you did not make any other gifts
that would require you to file a Form 709, you
do not—emphasis added—need to file Form
709 to report that year's portion of the election
amount."

Is the client a new client
in 2004?
If yes, request a copy of prior year gift tax
returns to determine whether the client has
previously made a five-year election, as
this will affect what additional amounts the
PFP PLANNER — March/April 2005

client may be able to contribute to the 529 for
that beneficiary.

Did the client contribute to
a Coverdell in 2004?
Your client can contribute to a 529 college sav
ings plan and to a Coverdell Education Savings
Account (ESA) in the same year for the same
beneficiary (assuming the client meets the age
and income requirements to establish a
Coverdell). Keep in mind your client has until
April 15, 2005, to fund a Coverdell for 2004.
It's too late to contribute to a 529 for 2004; the
contribution needed to be made in 2004.

Benefits of the Coverdell include a later contri
bution deadline and the fact that the funds can
be used for both higher education and grade
K-12 expenses.

Did your client make a
withdrawal from a 529 col
lege savings plan in 2004?
Your client should have received Form 1099-Q
from the 529 program in January 2005 for any
2004 distributions. The 1099-Q breaks down
the distribution into total distribution, earnings,
and basis. This breakdown simplifies the tax
reporting process for you and for your client.
The client and tax adviser do not need to track
investments and reinvested amounts for cost
basis purposes. The 529 program manager
tracks and reports this information in the years
distributions are taken.
Make sure your client retains all bills, receipts,
and invoices for qualified college expenses. It
is important that these documents are retained
with other tax papers to substantiate and doc
ument the qualified expenses and tax-free
treatment.

Nonqualified distributions are reported on line
21, "Other Income," of Form 1040. They may
also be subject to an additional IRS 10% penal
ty. You will want to review Form 5329 and cor
responding instructions.

Review IRS Publication 970 for coordination of
the various education credits and benefits.
You can use multiple education tax incentives
(such as tax-free 529 withdrawals, HOPE
Credit, Lifetime Learning Credit, tax-free with

drawals from a Coverdell ESA, and so on), but
the IRS does require you to coordinate these
benefits to avoid "double dipping."

Did your client change a
529 account beneficiary
in 2004?
Beneficiary changes require unique planning
and coordination between family members and
tax professionals. Under current law, an
account owner may change the beneficiary of
a 529 savings account to another member of
the family at any time on a tax-free basis.
If the client selects a new beneficiary in the
same generation or a generation above, there
won't be gift or GST implications, under
Prop.Reg.1.529-5(b)(3)(i). However, if the client
changes beneficiary and the change is made
one or more generations below the previous
beneficiary, there will be potential gift and GST
implications under Prop.Reg.1.529-5(b)(3)(ii). If
the change is one generation lower, that
change is subject to gift tax. If the change
goes down two or more generations, the old
beneficiary may be subject to gift and GST.

A unique provision within 529 provides that
the gift is from the old beneficiary to the new
beneficiary. What makes planning and coordi
nation important is that the old beneficiary may
not even have been aware of the account or of
the change but will nonetheless encounter the
potential gift tax liability.

It is important to ask clients the change in ben
eficiary question each year to determine if any
potential implications exist. Your client has sev
eral planning opportunities with the annual
exclusion amount or the special five-year for
ward averaging election mentioned above.

Conclusion
The 529 college savings plan is an excellent
tool to consider when planning for your clients'
educational savings needs. The questions
above are designed to assist you when
working through the year-end tax push with
your clients. This is the ideal time to review
your clients' college education savings pro
grams to determine if a Coverdell or 529 fits
into their overall financial plans. •

I

Don’t: Risk Going Unnoticed —
Strategies to Market Your PFP Practice
By Brad J. Monterio
During a session at the AICPA
2005 Personal Financial
Planning Conference, I asked
the CPA financial planners in
the audience to define market
ing. The responses ranged
from "it's selling" to "advertis
ing" to "getting your ideas
across." No surprise in the
answers, but somehow they
were all missing something.

What Is
Marketing?
Marketing is: (i) getting some
one to buy from you; (ii) mak
ing sure they're satisfied; and
(iii) getting them to buy from
you repeatedly. But I take it a
step further, advising my
clients that marketing is
everything, and everything
is marketing!

Marketing Is
Everything . .
Marketing is about everything
you do as a financial planner
to find and keep clients. It's
critical to the success of your
practice to get you noticed
among competitors.
Marketing can't create truth
where it doesn't exist, and it
isn't a magic pill that solves all
your problems. But having a
well-defined marketing plan
minimizes the impact of the
risks and threats to your prac
tice and helps you capitalize
on your strengths. If your firm
doesn't engage in marketing,
it probably won't be as suc
cessful as those who do —
and you can bet that your
competition is doing some
marketing.

. ..and
Everything Is
Marketing.
With every interaction
between you, your firm, and
your financial planning clients,
you have opportunities to
underscore your marketing
messages, reinforce your core
values, and communicate
what your firm stands for. This
applies to the expected touch
points between you and the
client: face-to-face meetings,
brochures, advertisements,
and your Web site. It also
applies to the touchpoints
you may not readily think
about. Some examples
include:
• client invoices

provide a consistent brand
experience for your clients.

Marketing is

Develop a
Marketing Plan
Just as you work to develop a
customized financial plan for
your clients, a marketing plan
is necessary to accomplish
your core objectives. The
building blocks of an effective
marketing plan include know
ing your firm and your cus
tomer well. It's essential to
understand who your client is,
your client's needs, and what
motivates your client to act
before you can match your
services. It's equally important
to know your firm's strengths
and weaknesses.

• on-hold messages and
voicemail recordings

Steps to Knowing
Your Firm

• e-mail signatures

1. Define Clear Objectives:
Stay On Target

• business cards and
letterhead

•media interviews by
members of your firm
• speeches and conference
sessions you give
• articles you author
• company holiday cards
• invitations to clients for
special events
• premiums and giveaways
to clients

Each touchpoint gives you an
opportunity to reinforce who
you are as a CPA financial
planner and how you are
better than all the rest.
Touchpoints also help you

"

everything, and

everything is
marketing. "

Agree on three to five core
marketing objectives for
your practice and map a
series of strategies and tac
tical initiatives to meet
them. Some objectives are
measurable (i.e., increase
number of clients or grow
assets under management)
and some are qualitative
(i.e., increase brand aware
ness). Make sure all of your
tactics are aimed at fulfill
ing your current objectives
— if they're not, save them
for future plans.

2. Perform a SWOT
Analysis:
Plot Your Future
Opportunities
Gather representatives from
your key functional areas
Continued on next page
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(for example, management, sales, market
ing, operations) and identify what your firm
does best (Strengths); what it doesn't do so
well (Weaknesses); how you can leverage
your strengths to your advantage
(Opportunities); and what will happen to
your practice if you don't act now (Threats).
Plot the results in a matrix. Your plan should
attempt to turn all S, W, and T items into 0
items —opportunities.

3. Inventory Client Touchpoints:
Know Where to Focus
Develop a spreadsheet identifying the
touchpoints your firm has with clients. List
everything from business development,
client meetings, and Web site to invoicing,
articles, and special events. Assign a dollar
amount to those touchpoints (that is, how
much is spent on doing them). Identify the
team responsible for managing each touch
point. This helps you understand the areas
with which you should coordinate your
marketing activity, including sharing your
consistent messaging, and provides you
insight into the relative importance of those
touchpoints given the dollars spent on the
activity. As a rule of thumb: the higher the
touchpoint dollar amount, the more impor
tant the marketing opportunity.

4. Conduct a Competitive Assessment:
Capitalize on Your Strengths
Gather brochures from your competitors in
local and other markets. Be sure to follow

what your competition is saying in the
media. Review their Web sites. Read the
articles they are authoring. Know how you
are similar and different — capitalize on
your points of differentiation and tailor your
services to exploit your unique advantages.

Steps to Knowing
Your Customer
1. Understand Your Customer Needs:
Be a Good Listener
Effective marketers are good listeners.
Listen to what your clients are saying.
Many client needs can be identified through
touchpoints, so make sure you have a way
to capture feedback. Surveys, informal or
not, are a good way to discover more
specifics about client needs. Try gathering
your clients in informal focus groups or
speaking to them individually.

2. Match Messages to Customer Needs:
Ensure a Consistent Experience
Once you know what your clients want,
you can tailor your firm's services accord
ingly. As part of that process, ensure that
your marketing messaging is also commu
nicating the points that resonate with your
clients. Make sure the other teams in your
firm all have the same messaging to ensure
that your touchpoints are consistent from
the client's perspective. •

I Long-Term Care Insurance: A Primer
By Jay H. Kaplan, Pamela W. Kaplan, and
George A. Lewis
When communicating to clients about long
term care (LTC) planning, the information
usually includes care for an individual who
is unable to function or live without assis
tance from others. "LTC planning" refers to
the process of preparing to meet the finan
cial, medical, housing, and personal needs
of a person who can no longer function
independently; typically, such care is not
provided in a hospital setting. The plan
must address the level of care, location of
care, and how the care will be financed.

Care Options
Care needed by an individual unable to
function independently usually falls into one
of the following categories:
• Acute care. Medical needs of the individ
ual warrant hospital admission, so that
appropriate care can be provided.
• Intermediate and skilled care. Care at
this level is typically provided in a nursing
home. If the individual is a private-pay
patient, the doctor and family determine
whether the facility is appropriate. If
Medicaid payment is sought, the individ

Continued on next page
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Understanding Long-Term
Care Insurance

ual must meet the state program's
"medically necessary" criterion.

• Residential care or assisted living.
Generally, individuals who require this level
of care do not meet the criteria for a nurs
ing facility's skilled or intermediate care.
Typically referred to as residential care facil
ities, these facilities are more moderately
priced than nursing homes. Some states
provide payment assistance to individuals
who seek this type of care.

• Home care. Generally limited to individuals
who can operate with some degree of
independence and have a family support
system that encourages them to remain
at home.

"LTC" refers to the many services used by
people with disabilities or chronic illnesses.
LTC insurance helps pay for these services. A
policy should also ensure that individuals can
make their own choices about the LTC servic
es they receive and where they receive them.

Ordinary health insurance policies and
Medicare usually do not pay for LTC expens
es. Medicaid, a federal/state health insurance
program, will pay for LTC only when an indi
vidual has limited assets and income. A long
term care policy should cover the cost of:

1. Help in the home with daily activities,
such as bathing and dressing

Payment Alternatives

2. Community programs, such as adult

Usually, LTC is paid from one of three
sources: private pay; Medicaid, Medicare,
and Medigap; or LTC insurance. Some limited
services may be initially covered by Medicare
or the Veterans' Administration; however,
these programs should not be considered
long-term funding sources.
• Private pay. Currently, nursing homes
charge approximately $3,000 to $10,000
per month for care. Maintaining a person at
home with full-time care is even more cost
ly. Financing the entire bill can be prohibi
tively expensive if an individual relies solely
on private pay.

• Medicaid, Medicare, and Medigap.
Usually, Medicare and Medigap policies
cover portions of the first 100 days of nurs
ing home care. These sources are extreme
ly restrictive and should never be consid
ered a long-term solution to paying for LTC
needs.
• LTC insurance. The holder pays monthly
premiums; if LTC is needed, the insurance
company pays the bill as dictated by the
policy provisions. Individuals must be in
reasonably good health to qualify for a poli
cy; depending on age and health, premiums
can be high.

day care

3. Assisted living services (e.g., meals,
health monitoring, and help with daily
activities)
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4. Nursing home care

discount off of the regular price,
which is $129.00 for AICPA members

5. Home health care

without the discount and $161.25

Deciding Whether to
Buy a Policy

for nonmembers of AICPA.

LTC insurance is not for everyone. Clients
should learn as much as possible about policy
options before buying. CPAs should encourage
clients to keep the following in mind:

1 . Is there a good reason to buy LTC insur
ance? Clients' goals may be to protect
assets, minimize their dependence on
other family members, and control where
and how they receive LTC services.

2 .What is the cost? LTC insurance may be
expensive. Clients should be wary of
buying LTC insurance if the cost of pre
miums will lower their standard of living
or force them to give up other things
they need. Clients should be certain they
will be able to afford the premiums if
their income declines. Premium increas
es should be anticipated.
Continued on next page
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When to Buy

"
Even if an
individual can

obtain LTC

insurance at an
older age, it
will be more
expensive

than if puchased

earlier in life. "

The ages between one's 50s and 60s may be
the best time to consider buying LTC insur
ance, because (1) an individual is most likely
to be eligible for a policy, and (2) premium
costs will be lower. Many people do not think
about LTC until they get into their 70s and 80s
and their health begins to fail; at that age, it
may be too late to purchase insurance. Some
LTC insurance policies restrict health status of
potential buyers. Even if an individual can
obtain LTC insurance at an older age, it will be
more expensive than if purchased earlier in life.

Resources
The State Health Insurance Assistance
Program (SHIP) is a free program that coun
sels older adults about health insurance-relat
ed topics. SHIP counselors can help individu
als (1) decide if they need LTC insurance and

(2) understand an insurance policy they are
thinking about purchasing. For the nearest
SHIP program, call the Eldercare Locator at
800-677-1116.
The AICPA provides training, support, and
guidance necessary for CPAs to build and
maintain a successful ElderCare/PrimePlus
practice. The CPA Resource Guide provides
practitioners with information pertinent to
their aging clients. For more information, visit
www.aicpa.org/ecpp or contact Beth
Kaestner, PFP Education Manager for the
AICPA at 201-938-3378.

Editor's note: This column has been
adapted from Chapter 9, "Long-Term
Care Insurance," CPA ElderCare/PrimePlus
Services: A Practitioner's Resource Guide
(New York: AICPA, 2d ed., 2004). Another
adaptation of this chapter ran in the
January 2005 edition of the AICPA
publication Tax Adviser. •
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